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SUMMARTES OF TRENDS AND DEVELOPMENTS

USSR

1. Although the failure of Soviet objectives in Korea
is probably regarded by the Kremlin as the greatest setback

in ite post-war policy, it appears unlikely that there will be
any_bagic change in USSR foreien policy or in the tactics of
the internsational Communist movement. Furthermore, the impact
of the Korean defeat probably will not threaten the stability
of the Soviet or Satellite regiues,

(Page 4, )

EASTERN EUROPE

24 The signing, in quick succession, of joint declara-

tions by Bastern Germany with Bulgsria and Rumanis 1S another
“t&;. in the ravid Formal 1ntﬂ={rraﬁ on of the Soviet Zone of
Germany within the ooviet bloc,  rublished déclarations on the
treaties stress their Tdentical politicel interests and ine
dicate that the treatics will provide for the exchange of
foodstuffs in return for German technical assistance,
: (Page 10)

3. Detention in the American Zone of "properly"
licensed strategic goods transiting Wost Germiny €6 Hingary
and Rumenia may mark a new trend in East-WesT trade, Progént
imports of both countrics fram Wertorn Turops ¢onsist largely
ot cssentisl strategie goods, Thus any extensive use of

this type of action could force a major re-adjustment in the
non-Orbit trade of both Hungary snd Rumania, Hungary's con-
cern 1s evidenced by the pointed reference to forthecoming
trade negotiations with West Germany, which accompenied their
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forninl. protest against the detention of the goods,

t owa

CZECHOST.OVAKTA

4; Toerms of a propoged Czech~Norweglan trade pact
poﬁnt up tho djfflculthg in wbzghlngAthe value of Fast-Wogt

l‘nAMu

mnist countlies in non»Orbit tradc. Thc Gzechs- arc of fers
ing $3,000,000 worth of suger in exchange for $1,000,000
worth of industrial raw materiale, particularly ferro-alloys,
aluminum, silicon carbide, and pyrites, Such an exchange
would follow the pattern of previous trade, Although none
of these proposed Norweglan exports are on the internationa
export control list, (sovoral are cmbargoed by the U,8,) all
are in short suppTy in Czechoslovakia, and are essential to
the Czech cconony,

FIILAND

5. No settlemont of the strikes in Finland is yet in
gight dospite a propoual by the Govermment mediator, From
the point of view of the worker, the proposal is unrcalistic
economically and could result in lower wages,

| (Page 11 )
HUNGARY

6, A further step in the process of eliminating the
middlc class through economic pressure is evidenced by the
actlon of the MHungsrian Govirmment in stopping payment of all
pensions to civil servants of pre-1945 regimes, Removal of
this last source of income for many families will further
deprive the middle class of its means of livelihood, which has
already been affected by diceriminetory taxes, nationalization
without compensation, expropriation of private property, and
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prohibitory employment practices,

SPECIAL ARTICIE

Te In.response to better trede opportunitios, vessels
of the Polish merchant fleot, formerly engeged in reguler
service to the Western Hemispherc, ere being pleced in oporas
tion on routes to_the Middie East and Lgia, There are indicoe
tions that this trancfor is closely related to the formation

of the so-called "Comintern Shipping Company" and that ite
significance, while to some degree stretegic and political, may
be largely economic, - '

(Page 12 )
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EASTERN [LUROPE

USSR

Tupact of Korcan Setback on Soviet Policy AN

Although the failure of Soviet objectives in Korca
is probably regarded by the Kremlin as the greatest setback
in its post-wer policy, 1t eppears unlikely that there will
be any basic change in USSR foreign policy or in the tactics
of the international Communist movement, Furthermore, the
impact of the Korean defeat will not thresten the stability
of Soviet or Satellite regimes,

It now appears that the USSR has written off Korea
and will make no direct effort militarily to preserve the in-
tegrity of North Korea, Diplomatically, the USSR will seck
to obstruct UN action but a serious Soviet effort to achleve
a scttlement eppears unlikely, The USSR apparently considers
that overt militery intervention constitutes a greater risk
than it is propared to assume, While the USSR would still
wolcome the reestablishment of the status quo, the rapid
successes of UN troops have destroyed eny favorable bargaine
ing position which elther the USSR or the North Korecan regime
once possessed, The USSR is apparently reconciled to a U=
dictated settlement but intends to make the UN victory as
costly as possible, :

In vicew of the Korean debacle, the USSR must be
seriously concerned overs (1) the united reaction of the
non=Communist world to Communist aggression in Korea and the
rapid strides underteken by the West to rearm; (2) the pos—
gible repercussions within the Satellites and the Commnist
movement to the revelation of the Kremlin's fellibility end
the subsequent failure of the USSR to rescuc one of its
Satellites; (3) the sctbeck to the Communist propagande claim
of the early success of colonial liberation movements, led by
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the Communist parties; (4) the demonstretion by the West that
Soviet power and influence in Asia will not go unchallenged,

To counteract these possible consequences, the USSR
can be expected to excrt additional offorts to minimize the UN
victory and to distract attention from its loss of Korea, While
the USSR may have planned the Koresn aggression as the first
in a series of aggressive moves utilizing Satellite troops, the
unexpected world reaction to the Soviet-sponsored aggression
and the unwillingnoss of the USSR to commit its own troops to
rescue the North Korean regime mekes reasonably clear that the
Kremlin is unlikely to stage similar overt aggression in the
near future, ©Since Soviect strategy is notebly long-range, the
Kremlin will probably regard this setback as only temporary
and not necessitating drastic counteraction, hny divorsionary
moves, therefore, will consist of a continuation and possibly
intensification of current sactics, An effort is apparently
alrcady underway to step up the guerrilla waerfarc in Indo-~China
with increased covert asgistance in military supplies and train-
ing from the Chinese Communists, The threat of a Communist
attonpt to invade Formosa will be maintained end an intensifi-
cation of guerrilie activities in the Philippines and Malaya
may also be attempted, In Europe and the Near East, where
indigenous Communist  forees are not capable of suceessful
gucrrille operations; or launching militery attacks without
Soviet participation, Soviet diversions will probably take the
form of increased political agltation and harassing tactics,
with particular emphasls on increasing their covert capabili-
tles,

KOREA s In Korea the USSR will probably continue its "none
involvenent" policy and the North Korean frmy will contimmoe
fighting untll its organized units have been totally defeated

in both North and South Korca, Guerrilla operations will
probably continue in Korea supported from Manchuria, The USSR
apparently intends to foree UN troops to destroy an cxtensive
arca of Korea, therchy facing the new UN-sponsored goverment
with tremendous problems of reconstruction and economic recovery,
The USER wilithen maintain that the UNesponsored govermment is a
US puppet without popular Korean support, Tho present North
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Korcan govermment will probably be retoined ss o govermment-
in~oxile charged with the responsibility for directing contine-
ued guerrilla warfare inside Korea and providing instructions
and directives to Korean Communists in their efforts to in=
filtrate and subvert the new govermment,

CHINAs The mistake of the USSR in underestimating world
reaction to North Korean aggression, coupled with present ine
offectiveness of Soviet policy in Korea mey serve to emphesize
to the Chinese Communists the blunder made by the USSR in
initiating hostilities in Korea, which in turn has apparently
postponed & Chinese Communist invasion of Taiwan, There is no
evidence, however, that the Korean affuir has oecasioned
serious disagrecments between the USSR and the Chinese Commumn~
ists or that the Chinese Communiste are less willing to pursue
a policy for the communization of China along Soviet lines, Tt
appears that Chinesc Communist leaders, have turncd with renew-
ed effort to domestic issues, emphasizing the building of &
large standing ermy and a strong economy as the main tasx before
the Chinese people,

INDO~CHINA AND SOUTHEAST ASTAt As o result of its Korean

setback the USSR may be expected to inerease pressure on Commun~
ist China to accelerate aid to the Viet Minh in Indo China, but
short of overt Chinese intervention, In Hong Kong, the
Fhilippines, and other areas of Southeast Asis, the USSR may be
expected to create further internal wnrest in an effort further
to counter the adverse results of its Korean venture,

25X6A

IRANs Soviet strategy towsrds Iran has been one of intere
mittant pressure and coneiliation, combined with aid and one
couragement to local subversive groups., For the past soveral
months the USSR has been pursuing sn officisl policy of cone
ciliation in order to promote pro-Soviet sentiment and intonsify
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anti~western sentiment, Simultancously, however, the USSR has
continued its efforts to ineite disaffected groups in Iran,
Although the USSR may revert to a policy of unfriendliness and
external prossures, western commitments in Iran and the inebility
of local pro-Soviet groups to launch successful guerrilla war=
fare without overt Soviet assistance probebly preeludes any

basic change in Soviet tactics in Iran in the near future.

. GREECH The Soviet setback in Korea will have little effect
on Soviet policy towards Greece, Since the termination of the
gucrrilla warfare a year ago, Soviet stratogy vis-a-vis Greeco
has aimed at strengthening the Communist Party by rebuilding
its uncderground apparatus and reestablishing a broad popular
sapport through the infiltration of leftist political parties,
labor unions, cultural organizations, and the Greck National
Army, Former guerrillas, after specialized training in the
northern Satellites, are being prepared to return in small
groups with instructions to help rebuild the KKE network in
Grecce, In this manner the USSR probably hopes that the Come
munists may be able at some future date to seize power either
by revolutionary tactics or by a resumption of the guerrilla
war, if ecvonts in the Balkans make a renewal of such warfare
feasible,

YUGOSTAVIA The Kremlin, as a result of the Korcan debacle,
will be most unlikely to undertake military action against
Yugoslavia, Howover, Cominform-inspired internal pressures
against the Tito Government, in conjunction with Yugoslavials
developing economic crisis, are likely to increase, For the
prescnt, the Kremlin may be content merely to continue its
propaganda werfare against the Tito Govermment, which ile faced
with growing popular hostility as & result of food shortages
and a declining standard of living, Within the Yugoslav Com-
minist Party itself, an inerease in popular antagonism and the
problems ereated by severe economic difficulties are likely

to develop differences of opinion and internal tensions, These
could undermine the cohesivences of the Party and cspecially
the latter®s confidence in Yugoslavia's ability to "build
socialism® alone,
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Although the Kremlin has so far given no sign of
intensifying its offort to exploit the current situation in
Tugoslavia, it is anticipated thet, as tho full extent of the
crisis becomes known in Moscow, the USSR will step up 1ts
cfforts to infiltrate subversive agents into the country,
While carefully coordinated external pressures will also be
continued to meintain the "war of nerves" against Tito, the
Kromlin may well estimate that deteriorating internal cone
ditions will serve in the long run to accomplish the weakening
and eventual overthrow of the Tito Govermment without the need
of risking involvement with the West through open aggression
against Yugoslevia,

WESTERN EUROPE s The loss of North Korea is not likely to
have any substantial effect on Sovict strategy in Western
Europe in the near future, In Gernmeany, the USSR will continue
tos (1) consolidate Communist power in Bast German; ()
strengthen the paramilitary forees, and (3) integrate Rest
Germany into the Satellite orbit, The USSR will continue its
harassing tactics in Berlin and West Gormany., Although the
Kremlin will undoubtedly threaten to encroach on the sovereigne-
ty of the Austrian Govermment from time to time, it will probe
ably maintain the status quo in Austria, The French and :
Ttalien Communist Parties, in order %o retard economic recovery
and military production in the two countrics, have begun a
campaipn to increase their control of labor, The two perties
arc stressing the exploitation of legitimate labor griovancos
and arc preparing for a series of fall strikes,

UuNo 8 Through its return to the United Netions the Soviet
Union has indicated that it will attech even more importance to
its policy of obstruction and division, Having miscaleulated
the unity end strength of UN reaction to the invasion of South
Korea, the Soviet Union will take care to be in a position to
block future UN actions. The USSR will oppose the US program

to strengthen UN capabilitics for prompt, cffceetive action

with charges of 1llegality and indireet throats of Soviet withe -
drawal from the UN, The USSR is not likely to withdraw, howover,

ampuE——
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gince UN membership in any event still provides broad cap-
obilitios for obstructing action inimical to Soviet intercsts
and importent propaganda opportunitics,

INTERNAL USSR The Korean sctback will not cause any greab
changes in the USSR's internal affairs, The Kremlin will try
to cover up by concentrating all propagande media on- Soviet
desires for peace, The newly announced, planned construction
of three gigantic dams for hydroclectric power will be pre-
sented as evidence that of late the Politburo has been con-
corned only with such peaceful objcctives as the Soviet peoplels
welfare, Inasmch as the USSR's Korean policy was made on the
highest politieal level and the propagende emphasis was on the
Kremlin's disassocintion with the affair, it is unlikoly that
the failure will result in a scerious persomnel shakeup,

SOVIET PROPAGANDAS In order to explain the loss of North
Korea, the following mojor propapganda lines will probebly be
exploited: (1) UN crossing of the 38th Parellel "proves"

that American imperialists -- using South Korean stooges -
were the real aggressors in Korea, Soviet propegandists will
state that these American imporialist embitions are "unlimited®
and are a particulerly grave threat Yo the Chinese people; (2)
the "Poace Partisans Cempaign " will ¥eceive increasing emphasis,
stressing particularly that the Soviet Union and the Peoplefs
Democracies must be strong, in order to checkmate the "American
warmongers" and that greater efforts on the part of "progressive
foress" outside the Soviet orbit must be made; (3) in Western
Burope Soviet propaganda will intimatc that war destruction
caused by hmerican bombing in Korea is a fate which could easily
befall the Buropeans, '

INTERNATTONAY, COMMUNIST TACTICSs The International Comanist
moverment is well inured to "minor" defeats such as were suffered
by the North Xoreans, and probably will not adopt different
tactics as a result of the defoat, While small-scale defections
among some Commmunists and fellow trovellers may occur as a
direct result of the Korean dofeat, these will not be siszcable
enough to affect appreciably Commumist strongth either netlone-
ally or internationally, (SECRET)
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EASTERN _EUROFE

GENERAL
Intepration of Fast Gerweny into Soviet Orbit M

Aided by East Gorman Treaties with Bulgaria and Rumania

The signing, in quick succession, of joint declara-
tions by Eastern Germany with Bulgeria and Rumania is another
step in the rapid formal intepgration of the Soviet Zone of
Germany within the Soviet bloc., The treatles were concluded
during visits of high renking Fast Germen officials to Bucharest
and Sofla during 20-25 Scptember; and follow similar pacts in
June with Poland, Czechoslovakia, and Hungary.

The published declarations disclose that the treagties
are political and economle in nature. The political aspects
include the stated intention of the signatory powers to: (1)
cooperate to maintain the "independence, freedom and culturc
of the respective comntries against the imperialist powerss
(2) prevent the remilitarization of Western Germany; (3) create
a unlted Germawny; and (4) sign bilateral cultural. conventions,

Economically, the treaties provide the instruments
whereby, in return for foodstuffs from the Balkans, the GDR will
aild in the development of the Rumanian and Bulgarian economies,
The provisions call fors (1) & trade treaty between East -
Germany and Rumanie to be signed shortly, Under its terms,
Rumanla will deliver to the GDR meat, wheat, maize, fruit, sheep-~
skins, special woods for musical instruments, and Yothor come
modities;" (2) a convention on seientific and tochuical cooperam
tion providing for East German assistance to the Rumanian Govern-
ment in the development of the chemical, soda, dyostuffs, end
metallurgical industries, and the mining of zinc, lead and tinj
(3) a speeial agrecment on the finaneing of non-commercial
transactions which will afford an opportunity to arrange en ox-
change of delegations "from all spheres of life;" and (4)
Bulgaria is to supply East Germany with pyrites, tobacco, grapes

G p—
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end apples; also, Fast Germany is to help Bulgeria with its
electrification program, the develomment of its plg iron pro-
duction, and of a chemical industry.

Walter Ulbricht, loader of the East German delegation
has disclosed that the delegates encountered some difficulty in
negotiations on economic matters, Ulbricht stated that they
could not be solved "with one country but would have to be
elarified with the Soviet Union and the other People's Democra-
cies in the Council of Mutual Eccnomic Aid.," The admittance of
the GIR to CEMA, gives a formal method for the solution of these
and similar problems,

Mutual military assistance pacts are not mentioned 1n
the agrooments. The special agreement on the "financing of none
commereisl transactions," not comneeted with the technologieal,
sciontific and commercial agreements, may be the method by which
the two Belkan countries will pay for East German military
materiel oxporte and, perhaps, technical military assistance.

The published statements regarding the treaty do not
indicate eny significant increase in the fiow of commerce
between Bagt Gormany and the Balkan area satellites, but they
do stress the expansion of technologicel developments in the
latter countries, to be offected through aid rendored by tho
CGDR, DBecause the GDR is experiencing great difficulty in meet-
ing Soviet reparetions delivery schedules,; it is hardly in a
position to supply more goods to the Balkans, unless some of
the Soviet reparations goods are delivered to the Southeastorn
satellites or the roparations required by the USSR arc reduced,
(RESTRICTED)

FINLAND

No settlement in siesht for Finnish strikes i

The fMinnish Govermment mediator in the Metel Worlkers
Union strike has submitted a proposal which will probably be

w 1] -
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rejected by vote of the union members, The proposal is not
reallstic from the workers! point of view end they fecl that
it Jeaves the door open for employors to make future reductlons
in the tske=home pay of the workers,

. -

Aside from the political considerations which in part
motivated the strike, the primary economic issue has been the
establishment of a basic minimum hourly wage scale, It is on
this pay scale that extra allowances, such as cost of living
inereases, piece work differentials, and others, are computed,
The Govermment mediator proposed the establishment of & basic
minimum hourly wage of 95 Finmmerks, which would include in it
proviously awarded allowances,

The average hourly wage of the metal workers is 120
Finmmarks, nesovding to union statistics. If the werkers
accopt the 93 Fimamerk proposal they suffer a decrease in their
take-home pey ciuce the employers would be computing the allow—
ances on a smaller basic pay., The proposal containg no prom
vision to prevent the employer from computing on this lesser
base pays :

t seems likely that there must be substantial wage
increases if there is to be a settlement of the strike, This
would be inflationery, and if put into effect would force the
Goverment to impose some form of partial price control,
(CONFIDENTIAL)

SPECTAL ARTICIE

Polss expand shipping service to the Middle and Far Bast

A steady reduction, beglmning over a year agop in
Polish merchant marine service to the Western Hemisphere, has
been accompanied by a corresponding increese in Polish shipping
to the Middle and Far East, The most recent development along
this line is the reported complete withdrawal of Gdyniam
dnerica Line vessels from regulsr South American service and
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their replacement by chartered vossels, This reorientation
of Polish shipping 1s probably associated with the formation
of the sowcalled "Comintern Shipping Company,"

At the begimning of 1949 seven Polish vessels operated

regularly to the Western Hemisphere and anothor wes added in

' March, By the middle of 1950 four of these vesscls were trans—
ferred to other areas or sold to the USSR, They are now opérat—
ing on routes to the Middle Fast and hsia, One of the three
other  ships was last reported in the South &merican trade in
April, 1950 and is currently completing its initial voyage to
China while the other two are at prosent en route from South
America, prior to thoir reported trensfer to the Far Eastern
trade,

This transfer of Polish shipping from the Western
Hemisphere is believed to have been motivated primerily by
economic considerations, Basically, the Poles have not been
able to obtain trade agreenents with South American countries-
which are as satisfactory, in terms of commodities and prices,
as arc the agrecments which they and the Czechs have success-
fully concluded with India, Pakistan, and China, Further,
shipping service, as such, now encounters stiffer competitlon
in the Atlantic than along the route to the Middle and Far
Bast,

However, there are also some political and strategic
considerations, OClandostine shipments of arms to Communist
groups in the Middle and Far East arc being mede, but this
military traffic has been incidental to the general increase in
shipping motivated by the conclusion of satisfactory trode
agreenents, It is not anticipated that Polish charter opera-
tions in the Atlantic will involve as many vessels as the
Poles themselves assigned to those routes, Neither the trade
nor the political potentialities of the area warrant it. On
the other hend, a steady incresese in Polish shipping to the
Orient may be expected,

Llso, it appears probable that there is o connection

- 13 -
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botween this shift in Polish shipping and the formetion of the
Soviet—controllced "Comintern Shipping Company," which has been
in the process of organization for the past year, Its purpose
is the expansion and exploitation of shipping between countrics
of the Soviet Orbit and arecas of North Africa, the Middle Rast
end Asia, Soviet domination of the Polish merchant marine is

virtuzlly complete, and the shift of Polish vessels to the Far
Eastern trade is cortainly Sovietwdirected. This may indicete

that operations of the "Comintern Shipping Compeny" have actually
begun,

The overall significance of these developments is
probably economic, inasmmch as Soviet Orbit shipplng i1s being
expanded into areas wherc increasing coumercial activity has
been assured by the conclusion of satisfactory trade agroo-
ments, (SECRET)
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